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A b s t r a c t  
N i g e r i a n  b a n k s  a r e  t h e  d r i v i n g  f o r c e  o f  t h e  e c o n o m y  a n d  a r e  i m p o r t a n t  p l a y e r s  i n  t h e  f i n a n c i a l  m a r k e t .  T h e i r  
h e a l t h y  e x i s t e n c e  i s  v e r y  k e y  t o  t h e  s u r v i v a l  o f  a l l  o t h e r  i n d u s t r i e s  w h i l e  t h e i r  f a i l u r e  o r  l a c k  o f  l i q u i d i t y  w i l l  
l e a d  t o  a  d r a s t i c  d e c l i n e  i n  e c o n o m i c  a c t i v i t i e s .  O v e r  t h e  p a s t  f e w  y e a r s ,  T h e  N i g e r i a n  b a n k i n g  i n d u s t r y  h a s  
e x p e r i e n c e d  a  m a s s i v e  w a v e  o f  f a i l u r e s ,  w h i c h  h a s  l e d  t o  t h e  c o n t i n u e d  l a c k  o f  c o n f i d e n c e  i n  t h e  b a n k i n g  
s y s t e m .  T h e  p r o b l e m  i d e n t i f i e d  w a s  t h e  a u d i t o r s '  l a c k  o f  i n d e p e n d e n c e  a s  s h o w n  i n  t h e  p r o v i s i o n  o f  f a l s e  o r  
m i s l e a d i n g  f i n a n c i a l  s t a t e m e n t s  t o  i n v e s t o r s .  I n  o r d e r  t o  p r o v i d e  i n v e s t o r s  w i t h  t h e  a s s u r a n c e s  t h a t  t h e y  c a n  
r e l y  o n  f i n a n c i a l  s t a t e m e n t s  i s s u e d  t o  t h e m ,  t h i s  r e s e a r c h  a i m s  a t  i d e n t i f y i n g  a  m e c h a n i s m  t h a t  c a n  r e s t o r e  
i n v e s t o r s '  c o n f i d e n c e  i n  N i g e r i a n  b a n k s .  I t  p o s i t s  t h a t ,  t o  d e p i c t  t h e  t r u e  a n d  f a i r  v i e w  o f  t h e  a f f a i r s  o f  t h e  
b a n k s ,  a u d i t o r s  m u s t  b e  r e m o v e d  f r o m  t h e  e m p l o y m e n t  o f  t h e  c o r p o r a t i o n .  T h e  s t u d y  e x p a t i a t e s  o n  h o w  
F i n a n c i a l  S t a t e m e n t  I n s u r a n c e  ( F S I )  c o n c e p t  i s  e f f e c t i v e  i n  e l i m i n a t i n g  t h e  p r o b l e m  o f  a u d i t o r ' s  i n d e p e n d e n c e  
a n d  t h e  i n h e r e n t  c o n f l i c t  o f  i n t e r e s t  b e t w e e n  t h e  m a n a g e m e n t  a n d  a u d i t o r .  T h e  u n d e r l i n i n g  i d e a  i s  t h a t  a u d i t s  o f  
c o r p o r a t e  f i n a n c i a l  s t a t e m e n t s  m u s t  b e  c o m p l e t e d  a n d  p a i d  f o r  b y  a n  o u t s i d e  t h i r d - p a r t y  e n t i t y  w h i c h  m a y  b e  
a n  i n s u r a n c e  c o m p a n y  t h a t  c a n  m a n a g e  a n d  c o n t r o l  e n t i r e  a u d i t  p r o c e s s  a n d  p r o t e c t  s h a r e h o l d e r s ,  c u s t o m e r s  
a n d  i n v e s t o r s  i n  t h e  e v e n t  t h a t  t h e y  s u f f e r  a  l o s s  a s  a  r e s u l t  o f  m i s r e p r e s e n t a t i o n  i n  t h e  f i n a n c i a l  s t a t e m e n t s .  
H e n c e ,  F S I  i s  a  p r o c e s s  w h e r e b y  a  c o m p a n y ,  i n s t e a d  o f  a p p o i n t i n g  a n d  p a y i n g  a u d i t o r s ,  p u r c h a s e s  f m a n c i a l  
s t a t e m e n t  i n s u r a n c e  t h a t  p r o v i d e s  c o v e r a g e  t o  i n v e s t o r s  a g a i n s t  l o s s e s  s u f f e r e d  a s  a  r e s u l t  o f  m i s r e p r e s e n t a t i o n  
i n  f i n a n c i a l  r e p o r t s .  B o t h  t h e  i n s u r a n c e  c o v e r a g e  t h a t  t h e  c o m p a n i e s  o b t a i n  a n d  t h e  p r e m i u m s  p a i d  f o r  t h e  
c o v e r a g e  a r e  m a d e  p u b l i c .  T h e  i n s u r a n c e  c o m p a n i e s  w o u l d  t h e n  a p p o i n t  a n d  p a y  t h e  a u d i t o r s  w h o  a s c e r t a i n  
a n d  t e s t i f y  t o  t h e  a c c u r a c y  o f  t h e  f i n a n c i a l  s t a t e m e n t s  o f  t h e  c o m p a n i e s  ( i n s u r a n c e  c l i e n t s ) : - !  T h i s  s t u d y  f i n d s  ~ 
t h a t  t h e  b e n e f i t s  o f  F S I  o u t w e i g h  i t s  i n h e r e n t  l i m i t a t i o n s  a n d  t h a t  t h e  a d o p t i o n  o f  F i n a n c i a l  S t a t e m e n t  
I n s u r a n c e  w i l l  e l i m i n a t e  t h e  p r o b l e m  o f  a u d i t o r s '  l a c k  o f  i n d e p e n d e n c e  a n d  g i v e  r e a s o n a b l e  a s s u r a n c e  t h a t  
f i n a n c i a l  s t a t e m e n t s  h a v e  b e e n  p r e p a r e d  f a i r l y ,  t h e r e f o r e  r e s t o r i n g  i n v e s t o r ' s  c o n f i d e n c e  i n  N i g e r i a n  b a n k s .  
T h u s ,  i t  c o n c l u d e s  t h a t  t h e r e  i s  a  n e e d  t o  i n t r o d u c e  a  m a r k e t - b a s e d  f i n a n c i a l  s t a t e m e n t  i n s u r a n c e  s c h e m e  
d e s i g n e d  t o  e l i m i n a t e  c o n f l i c t s  o f  i n t e r e s t  t h a t  a r e  i n h e r e n t  i n  t h e  a u d i t o r - c l i e n t  r e l a t i o n s h i p  a n d ,  a t  t h e  s a m e  
t i m e ,  c r e d i b l y  s i g n a l  t h e  q u a l i t y  o f  f i n a n c i a l  s t a t e m e n t s .  I t  t h e r e f o r e  r e c o m m e n d s  t h a t  N i g e r i a n  b a n k s  a n d  a l l  
c o n c e r n e d  s t a k e h o l d e r s  s h o u l d  p r o m o t e  t h e i r  l e v e l  o f  a w a r e n e s s  a n d  a p p l i c a t i o n  o f  F i n a n c i a l  S t a t e m e n t  
I n s u r a n c e  a s  t h i s  w o u l d  h e l p  e n g e n d e r  n o t  o n l y  b e t t e r  c o m m u n i c a t i o n  w i t h  s t a k e h o l d e r s  b u t  a l s o  g r e a t e r  
i n v e s t o r  c o n f i d e n c e  a n d  t r u s t .  
K e y w o r d s :  I n s u r a n c e ;  F i n a n c i a l  S t a t e m e n t ;  B a n k s ;  I n v e s t o r s .  
1 .  B a c k g r o u n d  o f  S t u d y  
T h e  n o b l e  p r o f e s s i o n  o f  a c c o u n t i n g  h a s  b e e n  u n d e r  p r e s s u r e  d u e  t o  r i s i n g  p u b l i c  e x p e c t a t i o n  ( A d e s i n a ,  2 0 0 3 ) .  
T h i s  i s  a  r e s u l t  o f  a  s e r i e s  o f  f i n a n c i a l  f a . i l u r e s  a n d  t h e  d i s t r e s s  e s p e c i a l l y  i n  t h e  b a n k i n g  s e c t o r  i n  N i g e r i a .  
B a n k  m a n a g e r s  w e r e  s a c k e d  b e c a u s e  t h e y  a c t e d  i n  a  m a n n e r  d e t r i m e n t a l  t o  t h e  i n t e r e s t  o f  t h e i r  d e p o s i t o r s  a n d  
c r e d i t o r s  a s  t h e  b a n k s  w e r e  s a i d  t o  h a v e  g i v e n  o u t  h u g e  a m o u n t  o f  l o a n s  w i t h o u t  f o l l o w i n g  a d e q u a t e  m e a s u r e s  
o r  p r e c a u t i o n s .  
T h e  E n r o n  C o r p o r a t i o n  s a g a  o f  2 0 0  I  w h i c h  w a s  t h e  l a r g e s t  c o r p o r a t e  b a n k r u p t c y  f i l e d  i n  t h e  U n i t e d  S t a t e s  o f  
A m e r i c a  w a s  a s  a  r e s u l t  o f  a  s e r i e s  o f  d i s c l o s u r e s  a b o u t  t h e  r e s t a t e m e n t s  o f  t h e  c o m p a n y ' s  f i n a n c i a l  s t a t e m e n t s .  
T h e  p r e s e n c e  o f  s u c h  e r r o r s  t h a t  r e q u i r e d  t h e  f i n a n c i a l  s t a t e m e n t s  b e  r e s t a t e d  b r i n g s  i n t o  f o c u s  t h e  i m p o r t a n c e  
o f  f i n a n c i a l  s t a t e m e n t s .  F i n a n c i a l  s t a t e m e n t s  p r e s e n t  q u a l i t y  i n f o r m a t i o n  o n  t h e  c o m p a n y ' s  p o s i t i o n  w h i c h  w i l l  
b e  u s e f u l  t o  a  w i d e  r a n g e  o f  u s e r s  t o  m a k e  e c o n o m i c  d e c i s i o n s .  T h e y  a r e  f o r m a l  r e c o r d s  o f  t h e  f i n a n c i a l  
a c t i v i t i e s  o f  a  b u s i n e s s ,  p e r s o n  o r  o t h e r  e n t i t y .  F i n a n c i a l  s t a t e m e n t s  p r o v i d e  a n  o v e r v i e w  o f  a  b u s i n e s s  o r  
p e r s o n ' s  f i n a n c i a l  c o n d i t i o n  i n  b o t h  s h 0 1 1  a n d  t h e  l o n g  t e r m .  E v e n  i f  i t  i s  a s s u m e d  t h a t  t h e  f i n a n c i a l  s t a t e m e n t s  
p r o v i d e d  a r e  n o t  m i s l e a d i n g , a n d  a r e  r e l e v a n t  a n d  r e l i a b l e  t o  t h e  m a n a g e m e n t  a n d  o t h e r  u s e r s ,  i t  f o l l o w s  t h a t  t h e  
c e r t a i n t y  o f  t h e i r  q u a l i t y  i s  p u r s u e d .  A u d i t o r s  a r e  t h e  m a i n  g a t e k e e p e r s  f o r  f i n a n c i a l  p r o b i t y ,  a n d  a u d i t  f a i l u r e  i s  
o n e  o f  t h e  m o s t  i m p o r t a n t  r e a s o n s  w h y  f i n a n c i a l  e r r o r s  o c c u r .  A l t h o u g h  n o m i n a l l y  s p e a k i n g ,  s h a r e h o l d e r s  
a p p o i n t  a u d i t o r s ,  t h i s  i s  a c t u a l l y  u p  t o  t h e  p u b l i c  c o m p a n y ' s  m a n a g e m e n t ,  w h o  a l s o  s t r u c t u r e s  t h e  f e e s  a n d  
a s s i g n m e n t s  o f  a u d i t o r s .  T h i s  s o r t  o f  r e l a t i o n s h i p  b e t w e e n  t h e  a u d i t o r s  a n d  t h e  m a n a g e m e n t  b r i n g s  a b o u t  a  
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conflict of interest. The perception of the auditor's conflict of interest (lack of independence) started with a 
host of high profile, highly publicized corporate failures and near failures like the Enron's, WorldCom's etc. 
The public auditor is a shareholder's first line of defence to protect the shareholder's interest from corporate 
wrongdoing and financial mismanagement. Historically, however, this has been a false perception of 
protection. One of the major corporate rating agencies, Weiss Ratings, Inc., has completed an exam of just 
how false this protection has been. A key finding of the Weiss study is that auditing firms almost universally 
failed to warn stockholders of accounting irregularities. In fact, audit firms gave 8 clean bill of health to 94% 
of public companies that were subsequently involved with accounting problems. These accounting problems 
ultimately cost the shareholders involved $1.276 trillion in market losses. The results of the Weiss study 
highlight a well-documented problem within the audit community: that of auditor independence. Most industry 
experts realize that it is extremely difficult for an auditor to walk the fine line between being paid by the public 
company client, and watching out for the shareholders' best interest. The conflict of interest that this business 
practice creates is undeniable; and it has been at the centre of the most corporate failings. 
The current expose on the fraudulent activities of Nigerian banks ciearly states that the auditors have 
deliberately or through manipulations by the bank managements, ignored the presence of such activities and 
have provided false opinions on the financial statements. The key problem facing banks in Nigeria today is 
traceable to the problem of auditors ' independence or the lack thereof. Auditors are meant to be independent 
of management and attest that financial accounts based on jnformation provided by management are in 
accordance with generally accepted accounting principles or disclose promptly if otherwise so that adequate 
actions can be taken to prevent any loss. There is the knotty problem of aligning management 's interests with 
those of shareholders. 
The large amount of recent audit failures has given rise to a regulatory initiative, the Sarbanes-Oxley Act of 
2002 (SOX). The failure of auditors to fulfill their role as independent gatekeepers formed the focus of much 
attention in the Sarbanes-Oxley Act. The United States Sarbanes-Oxley Act 2002 sought to offer a partial 
solution by prohibiting some non-audit services. The Act seeks to address the auditor independence problem 
by increased regulation and penalties, empowerment of audit committees, and reduction of the auditor 's 
involvement with the client. All of these efforts were directed at reducing the pressure that auditors may feel to 
compromise their audits in order to retain the corporation's non-audit work. But the Act does not untie the 
auditor/management knot: auditors continue to be hired and paid by the firms they audit. Without going in 
depth about the effectiveness of the Act, there is a need to introduce a market-based financial statement 
insurance scheme designed to eliminate conflicts of interest that are inherent in the auditor-client relationship 
and, at the same time, to credibly signal the quality of financial statements. 
The banking profession, like any other profession in a civilized society, requires people of verifiable character 
and impeccable integrity- individuals who are transparently honest and dedicated to uphold professional 
ethics. Nigerian banks are the driving force of the economy and are important players in the financial market 
as they provide funds . Their healthy existence is key in sustaining all other industries while their failure or lack 
of liquidity will lead to a drastic decline in economic activities. Unfortunately, the banking industry in Nigeria 
is peopled by most individuals who are lacking honesty and integrity. According to the Central Bank of 
Nigeria (CBN), the management members of the banks were sacked because they acted in a manner that was 
detrimental to the interest of their depositors and creditors. The CBN said these banks have liquidity 
challenges arising from their "huge'' exposure to the capital market, petroleum marketing sector, specific 
large-ticket transactions and consequently "massive" Non Performing Loans (NPL). These left nine of the 
banks being either ''technically insolvent'' and/or undercapitalized. The CBN reforms aimed at sanitizing the 
industry and protecting innocent depositors have been described as being long overdue. Most of the Chief 
Executive Officers (CEOs) had overstayed their effectiveness and should have left on their own volition 
considering the tendency for worsening funding gaps (arising from poor credit/risk management). 
The extent of banks' exposure to margin loans is a critical issue. Nigerian banks were said to be giving out 
huge amount of loans without following the adequate measures such as establishing the banks· credit capacity. 
their liquidity, the extent to which the client 's collateral security will recover debt etc. The bank managers 
were operating in their own personal interest as reflected in cases where clients were relations or personal 
friends. These events or transactions that should have been disclosed by the auditor were deliberately omitted 
from the financial statements of these banks. Auditors' intentional misstatement of certain financial values 
such as the amount of excessive debt and reduced cash flow in order to enhance the appearance of the 
company performance brings to focus the issue of auditor independence. Bank CEO ' s engage(:!" In .fraudulent 
abuse of credit process, insider trading, capital manipulation and money laundering running into billions of 
Naira. Consequently, it became obvious that ignoring immediate intervention will eventually lead to the 
banks ' collapse while investors and private customers will suffer great loss. 
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T h i s  p a p e r  t a k e s  c o g n i s a n c e  o f  t h e  f a c t  t h a t  N i g e r i a n  b a n k s  o p e r a t e  i n  a  v e r y  c o m p l e x ,  c o m p e t i t i v e ,  a n d  
r e g u l a t e d  e n v i r o n m e n t  a n d  a t t e m p t s  t o  m a k e  a  c o n t r i b u t i o n  t o  t h e  n e e d  t o  m a i n t a i n  a  s t r o n g ,  s t a b l e  a n d  r e l i a b l e  
f i n a n c i a l  s y s t e m  i n  w h i c h  i n v e s t o r s ,  p r i v a t e  c u s t o m e r s ,  g o v e m m e n t ,  a n d  r e g u l a t o r y  a g e n c i e s  c a n  b e  p r o v i d e d  
f i n a n c i a l  s t a t e m e n t s  o f  a  h i g h  q u a l i t y  o f  a d e q u a t e  d i s c l o s u r e ,  t h e r e b y  c h e c k i n g  a n d  c o n t r o l l i n g  t h e  a c t i v i t i e s  o f  
t h e  b a n k s  i n  r e s p e c t  o f  l o s s  p r e v e n t i o n  a n d  c o m p e n s a t i o n .  I t  i n t r o d u c e s  a n d  d e v e l o p s  t h e  F i n a n c i a l  S t a t e m e n t  
I n s u r a n c e  ( F S I )  m e c h a n i s m  a s  o n e  t h a t  c a n  p r o v i d e  e f f e c t i v e l y ,  f i n a n c i a l  s t a t e m e n t s  o f  a  h i g h  l e v e l  o f  
a s s u r a n c e  a n d  o f  s u c h  q u a l i t y  a s  t o  p r o v i d e  r e l i a b l e  i n f o r m a t i o n  w i t h  r e g a r d  t o  t h e  c u r r e n t  s t a t e  o f  a f f a i r s  o f  t h e  
N i g e r i a n  b a n k s .  T h e  s t u d y  i s  t h u s  a n  e x p l o r a t i o n  o f  t h e  r e l e v a n c e  o f  F i n a n c i a l  S t a t e m e n t  I n s u r a n c e  i n  s o l v i n g  
t h e  r e c e n t  c o r p o r a t e  g o v e m a n c e  c r i s i s  w h i c h  b e d e v i l e d  t h e  b a n k i n g  i n d u s t r y .  
2 .  R e v i e w  o f  R e l e v a n t  L i t e r a t u r e  
2 . 1  F i n a n c i a l  S t a t e m e n t s  
c  
F i n a n c i a l  s t a t e m e n t s  h a v e  b e e n  d e f i n e d  a s  · · t h e  m a i n  s o u r c e  o f  i n f o r m a t i o n  f o r  m a j o r  i n v e s t m e n t  d e c i s i o n s  
i n c l u d i n g  w h e t h e r  t o  l e n d  m o n e y  t o  a  f i r m  b y  i n v e s t i n g  i n  i t s  b o n d s ,  t o  a c q u i r e  a n  o w n e r s h i p  s t a k e  i n  a  f i r m  b y  
b u y i n g  i t s  p r e f e r r e d  a n d  c o m m o n  s t o c k ,  o r  t o  b u y  w a r r a n t  o r  o p t i o n s  o n  a  f i r m ' s  s t o c k " .  F i n a n c i a l  s t a t e m e n t s  
a r e  f o r m a l  r e c o r d s  o f  t h e  f i n a n c i a l  a c t i v i t i e s  o f  a  b u s i n e s s ,  p e r s o n ,  o r  o t h e r  e n t i t y .  F o r  a  b u s i n e s s  e n t e r p r i s e ,  a l l  
t h e  r e l e v a n t  f i n a n c i a l  i n f o r m a t i o n  i s  p r e s e n t e d  i n  a  s t r u c t u r e d  m a n n e r  a n d  i n  a  f o r m  e a s y  t o  u n d e r s t a n d  
( W i k i m e d i a  F o u n d a t i o n  I n c . ,  2 0 1 0 ) .  A c c o u n t i n g  i n f o r m a t i o n  i s  p r o v i d e d  t o  e n a b l e  d e c i s i o n  m a k e r s  i n s i d e  a n d  
o u t s i d e  t h e  o r g a n i z a t i o n  t a k e  p r o p e r  a n d  i n f o r m e d  d e c i s i o n s .  I n s i d e  t h e  o r g a n i z a t i o n ,  t h e  m a n a g e m e n t  m a k e s  
u s e  o f  a c c o u n t i n g  i n f o r m a t i o n  f o r  m a n a g e r i a l  d e c i s i o n s  w h i l e  o t h e r  u s e r s  r a n g e  f r o m  i n v e s t o r s ,  s h a r e h o l d e r s ,  
g o v e m m e n t  t o  e v e n  t h e  g e n e r a l  p u b l i c .  F i n a n c i a l  s t a t e m e n t s  c o n v e y  f i n a n c i a l  a c c o u n t i n g  i n f o r m a t i o n  t o  i t s  
v a r i o u s  u s e r s .  
F i n a n c i a l  s t a t e m e n t s  a r e  t h e  a c c o u n t i n g  r e p o r t s  i n  r e s p e c t  o f  t h e  e c o n o m i c  a c t i v i t i e s  o f  a n  e n t e r p r i s e ,  p r e p a r e d  
p e r i o d i c a l l y  a n d  u s u a l l y  a t  t h e  e n d  o f  e v e r y  f i n a n c i a l  y e a r .  T h e s e  s t a t e m e n t s  f o r m  a n  i n t e g r a l  p a r t  o f  t h e  
c o m p a n y ' s  a n n u a l  r e p o r t  a n d  a c c o u n t s  w h i l e  t h e i r  c o m p o n e n t s  a r e  s p e c i f i e d  n o t  o n l y  i n  C o m p a n y  a n d  A l l i e d  
M a t t e r s  A c t  ( C A M A ) ,  b u t  a l s o  i n  S t a t e m e n t  o f  A c c o u n t i n g  S t a n d a r d  ( S A S )  N o . 2  i s s u e d  i n  N o v e m b e r  1 9 8 4  b y  
t h e  N i g e r i a n  A c c o u n t i n g  S t a n d a r d s  B o a r d  ( N A S B ) .  S A S  p r o v i d e s  t h a t  " a l l  a c c o u n t i n g  i n f o r m a t i o n  t h a t  w i l l  
a s s i s t  u s e r s  t o  a s s e s s  t h e  f i n a n c i a l  l i q u i d i t y ,  p r o f i t a b i l i t y  a n d  v i a b i l i t y  o f  a  r e p o r t i n g  e n t i t y  s h o u l d  b e  d i s c l o s e d  
a n d  p r e s e n t e d  i n  a  l o g i c a l ,  c l e a r  a n d  u n d e r s t a n d a b l e  m a n n e r ' ' .  S A S  N o .  2  g o e s  o n  t o  s t a t e  t h a t  t h e  f i n a n c i a l  
s t a t e m e n t s  o f  a n  e n t e r p r i s e  s h o u l d  s t a t e  a n d  i n c l u d e  t h e  f o l l o w i n g :  t h e  n a m e  o f  t h e  e n t e r p r i s e ,  t h e  p e r i o d  o f  
t i m e  c o v e r e d ,  a  b r i e f  d e s c r i p t i o n  o f  i t s  a c t i v i t i e s ,  i t s  l e g a l  f o r m ,  a n d  i t s  r e l a t i o n s h i p  w i t h  i t s  s i g n i f i c a n t  l o c a l  
a n d  o v e r s e a s  s u p p l i e r s ,  i n c l u d i n g  t h e  i m m e d i a t e  a n d  u l t i m a t e  p a r e n t ,  a s s o c i a t e d  o r  a f f i l i a t e d  c o m p a n y .  
F i n a n c i a l  s t a t e m e n t s  a r e  r e q u i r e d  t o  i n c l u d e :  S t a t e m e n t  o f  A c c o u n t i n g  P o l i c i e s ,  B a l a n c e  S h e e t ,  P r o f i t  a n d  L o s s  
A c c o u n t  o r  I n c o m e  S t a t e m e n t ,  N o t e s  o n  t h e  A c c o u n t s ,  C a s h  F l o w  S t a t e m e n t ,  V a l u e  A d d e d  S t a t e m e n t ,  a n d  
F i v e - Y e a r  F i n a n c i a l  S u m m a r y .  A n  i n - d e p t h  e x a m i n a t i o n  o f  t h e  a n n u a l  r e p o r t s  a n d  a c c o u n t s  o f  v a r i o u s  
c o m p a n i e s  e s p e c i a l l y  p u b l i c  l i m i t e d  l i a b i l i t y  c o m p a n i e s  w i l l  s h o w  c l e a r l y  t h a t  i n  a d d i t i o n  t o  t h e  i t e m s  l i s t e d  
a b o v e ,  t h e  f o l l o w i n g  m a y  a l s o  b e  f o u n d  i n  s u c h  r e p o r t s :  R e s u l t s  a t  a  g l a n c e ,  N o t i c e  o f  A n n u a l  G e n e r a l  
M e e t i n g ,  C h a i r m a n ' s  S t a t e m e n t ,  R e p o r t  o f  t h e  D i r e c t o r s ,  R e p o r t  o f  t h e  A u d i t  C o m m i t t e e ,  P e r f o r m a n c e  C h a r t s ,  
S t a t e m e n t  o f  U n c l a i m e d  D i v i d e n d  W a r r a n t s ,  P r o x y  F o r m  ( o r  P r o x y  C a r d )  a n d  A d m i s s i o n  F o n n  ( o r  A d m i s s i o n  
C a r d )  ( I g b e n ,  1 9 9 9 ) .  
T h e  c a r d i n a l  o b j e c t i v e  o f  f i n a n c i a l  s t a t e m e n t  i s  t o  g i v e  a  t r u e  a n d  f a i r  v i e w  o f  t h e  f i n a n c i a l  a f f a i r s  o f  a n  
e n t e r p r i s e .  O t h e r s  a r e :  t o  p r o v i d e  g u i d a n c e  t o  m a n a g e m e n t  n o t  o n l y  i n  a p p r a i s a l  o f  p a s t  r e s u l t s ,  b u t  i n  
f o r m u l a t i o n  o f  f u t u r e  p o l i c y  a n d  m a k i n g  i r i f o m 1 e d  d e c i s i o n s  o n  c u r r e n t  o p e r a t i o n a l  c o n t r o l ;  m a k i n g  t a x  
a s s e s s m e n t  b a s e d  o n  r e p o r t e d  r e s u l t s  a s  o p p o s e d  t o  B e s t  o f  J u d g m e n t  A s s e s s m e n t s  w h i c h  a r e  o f t e n  s u b j e c t  t o  
o b j e c t i o n ;  a n d  t h e  p r o v i s i o n  o f  f i n a n c i a l  i n f o r m a t i o n  f o r  v a r i o u s  o t h e r  i n t e r e s t e d  p a r t i e s  w h i c h  m a y  i n c l u d e  
p r o v i d e r s  o f  f i n a n c e ,  f i n a n c i a l  a n a l y s t s ,  a d v i s e r s ,  s h a r e h o l d e r s  a n d  s o  o n  ( I n s t i t u t e  o f  C h a r t e r e d  A c c o u n t a n t s  o f  
N i g e r i a ,  2 0 0 6 ) .  T h e  n a t u r e  o f  f i n a n c i a l  s t a t e m e n t s  i s  s u c h  t h a t  t h e y  a r e  b a s e d  o n  f u n d a m e n t a l  a c c o u n t i n g  
a s s u m p t i o n s  s u c h  a s  g o i n g  c o n c e r n ,  a c c r u a l s  a n d  c o n s i s t e n c y ,  a s  w e l l  a s  a c c o u n t i n g  p r i n c i p l e s  a n d  m e t h o d s .  
A c c o u n t i n g  p r i n c i p l e s  a r e  b r o a d  r u l e s  c o n c e r n i n g  t h e  m e a s u r e m e n t .  a l l o c a t i o n  a n d  d i s c l o s u r e  o f  f i n a n c i a l  
e v e n t s  a n d  t r a n s a c t i o n s .  F i n a n c i a l  s t a t e m e n t s  a r e  p r e p a r e d  i n  a c c o r d a n c e  w i t h  a c c o u n t i n g  s t a n d a r d s  a n d  
m e t h o d s  o f  s t a n d a r d s  a p p l i c a t i o n  ( E k e i g w e ,  1 9 9 5 a ) .  T h e  u s e r s  o f  f i n a n c i a l  s t a t e m e n t s  i n c l u d e ,  g o v e m m e n t  a n d  
i t s  a g e n c i e s  ( e . g .  t a x  a u t h o r i t i e s ,  C o r p o r a t e  A f f a i r s  C o m m i s s i o n ,  F e d e r a l  o f f i c e s  o f  s t a t i s t i c s ,  C e n t r a l  B a n k  o f  
N i g e r i a  a n d  s o  o n ) ,  B a n k s ,  S h a r e h o l d e r s ,  F i n a n c i a l  A n a l y s t s ,  M a n a g e m e n t ,  E m p l o y e e s  a n d  S u p r a n a t i o n a l  
o r g a n i z a t i o n s  ( I n t e m a t i o n a l  M o n e t a r y  F u n d ,  W o r l d  B a n k ,  W o r l d  T r a d e  O r g a n i z a t i o n ) ,  t h e  g e n e r a l  p u b l i c ,  
E d u c a t o r s ,  a n d  A u d i t o r s .  
2 . 2  T h e  C o n c e p t  o f  F i n a n c i a l  S t a t e m e n t  i n s u r a n c e  ( F S J )  
T h e  s u b j e c t  o f  i n s u r a n c e  d e a l s  w i t h  f i n a n c i a l  p r o t e c t i o n  a g a i n s t  l o s s e s  o r  h a r m .  I t  i s  a n  a i T a n g e m e n t  o r  l e g a l  
c o n t r a c t  t h a t  p r o t e c t s  p e o p l e  f r o m  f i n a n c i a l  c o s t s  a s  a  r e s u l t  o f  l o s s  o f  l i f e  a n d  p r o p e r t y  i n  r e t u r n  f o r  a  p a y m e n t  
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premium. It is the equitable transfer of the risk of loss from one entity to another. Financial Statement 
Insurance (FSI) is a process whereby a company, instead of appointing and paying auditors, purchases 
financial statement insurance service that provides coverage to investors against losses suffered as a result of 
misrepresentation in financial reports (Ronen, 2002). Premiums are paid for the coverage. The insurance 
coverage that the companies obtain is made public. The insurance companies would then appoint and pay the 
auditors who ascertain and testify to the accuracy of the financial statements of the companies who are their 
insurance clients. The essence is to provide investors with the assurances that they can rely on financial 
statements issued them, to depict the true and fair view of the affairs of the banks. FSI concept believes 
auditors must be removed from the employment of the corporation. In other words, audits of corporate 
financial statements must be completed and paid for by an outside third-party entity which may be an 
insurance company that can examine, manage, control and accept the entire audit process and protect 
shareholders, customers and investors in the event that they suffer a loss as a result of misrepresentation in the 
financial statements. 
The concept of FSI is the brainchild of New York University accounting Professor Dr. Joshua Ronen. Under 
Dr. Ronen's approach, a company that wants financial coverag~ would request an assessment for FSI coverage. 
This is followed by the completion of a comprehensive risk assessment by the carrier (insurance company). 
Based on the assessment, the carrier would determine how much coverage to offer (i.e., the policy limits) and 
the corresponding premium. Firms with higher limits of coverage and smaller premiums would distinguish 
themselves in the eyes of the investors as companies with higher quality financial statements. In contrast, those 
with smaller or no coverage or higher premiums will reveal themselves as those with lower quality financial 
statements. Every company will be eager to get higher coverage and pay smaller premiums lest it be identified 
as the latter. 
Losses as a result of financial Statement misstatements are borne one way or the other by various players 
including investors, customers, and the companies involved in the form of class action litigation settlements, 
insurance companies malpractice settlements, and the audit firms and the firms themselves through premium 
paid on insurance. In other words, if losses result from accounting irregularities, someone must be bearing 
them: either companies themselves through premia and litigation settlements, insurance companies, the 
auditors, and or the investors. All things considered, the cost of recoveries currently borne by investors in audit 
failure cases would be necessarily lower when the auditor's incentives are aligned with those of investors. 
It should be noted that Financial Statement Insurance does not guarantee that investors would recoup all of 
their losses in event of financial statements misrepresentation. The point is that under the Financial Statement 
Insurance mechanism, shareholders' losses are apt to be less because of the better audit quality and the 
incentives companies have to improve the quality of their financial statements. Unlike insuring against non 
tradable assets such as personal accidents, building fires and the like, insurers can hedge their exposure in 
underwriting coverage for securitized assets (equities) by devising suitable means. In essence, the Financial 
Statement Insurance mechanism will involve induced truthful "self reporting" through the auditor's attestation 
of the quality of the financial statements even when such is of poor quality and will trigger market sanctions 
when made public. 
2.3 Significance ofFSI 
The Financial Statement Insurance approach is relevant to most of the market participants. First and foremost, 
Financial Statement Insurance will finally remove the conflict of interest issue from the external audit process. 
This would result in a review of the auditor's role that could allow for them to provide an objective view of a 
corporation's financial health as measured by their financial statements. Shareholders would have yet another 
level of assurance that the financial statements that they depend upon are being prepared fairly. There would 
be reduction in or prevention of shareholder losses. Publication of both the available limits and premium 
would also provide a clear signal to the investing public of the quality of each corporation's financial statement 
and assist investors in making the most appropriate purchases. The movement of corporations to the Financial 
Statement Insurance approach will result in the instillation of confidence into their shareholders. Those who 
adopt Financial Statement Insurance early can gain a competitive advantage over others in their industry 
segments and the better channelling of savings to socially desirable project. Lastly, this research forms a basis 
for other research work and also educates those who are not familiar with this concept. The study adds to the 
increasing body of knowledge. If implemented, Financial Statement Insurance would facilitate an accounting 
approach based on underlying principles rather than detailed rules. . .. 
2.4 The Needfor FSI 
The discovered financial irregularities cast not only auditors in bad light but also regulatory controls and 
inadvertently undermined public confidence in the profession to detect and prevent corporate abuses. Any way 
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o n e  l o o k s  a t  i t ,  t h e  a u d i t  b u s i n e s s  c a n n o t  c o n t i n u e  m u c h  l o n g e r  a s  i t  i s .  I f  y e a r s  o f  " c l e a n "  a u d i t s  a r e  n o  
g u a r a n t e e  t h a t  p r e v i o u s l y  r e p o r t e d  p r o f i t s  a r e  n o t ,  i n  f a c t ,  i l l u s o r y ,  t h e n  w h a t  v a l u e  d o e s  a n  a u d i t  a c t u a l l y  
p r o v i d e ? .  A u d i t i n g  i s  a  b u s i n e s s  f u l l  o f  a s s u m p t i o n s .  T h e  p r o v i d e r s  t h i n k  t h e y  a r e  p r o v i d i n g  o n e  t h i n g  
(carefully. phras~d a s  " a n  a t t e s t a t i o n  t h a t  f i n a n c i a l  a c c o u n t s  b a s e d  o n  i n f o m 1 a t i o n  p r o v i d e d  b y  m a n a g e m e n t  a r e  
i n  a c c o r d a n c e  w i t h  g e n e r a l l y  a c c e p t e d  a c c o u n t i n g  p r i n c i p l e s " ) ,  a n d  t h e  i n v e s t i n g  p u b l i c ,  t h e  u s e r s  o f  t h e  
s e r v i c e ,  c o n t i n u e  t o  b e l i e v e  ( d e s p i t e  t h e  p r o f e s s i o n ' s  b e s t  e f f o r t s  t o  t e l l  t h e m  o t h e r w i s e )  t h a t  t h e  s e r v i c e  i s  
s o m e t h i n g  e l s e :  a  p r o t e c t i o n  a g a i n s t  f r a u d ,  r e l i a b l y  a f f i r m i n g  t h e  f i n a n c i a l  h e a l t h  o f  t h e  e n t e r p r i s e  b e i n g  
a u d i t e d  ( G l a s s m a n ,  2 0 0 6 ) .  I t  m a y  s e e m  t h a t  a u d i t i n g  p r o b l e m s  a r e  d u e  t o  t h e  c o n f l i c t s  c r e a t e d  b y  a u d i t  f i r m s  
a l s o  p r o v i d i n g  c o n s u l t i n g  s e r v i c e s .  L e g i s l a t o r s  a n d  r e g u l a t o r s  a r e  t o d a y  h o l d i n g  e m e r g e n c y  h e a r i n g s  a b o u t  
w h e t h e r  a u d i t o r s  s h o u l d  b e  a b l e  t o  p r o v i d e  t h e s e  a d d i t i o n a l  s e r v i c e s .  T h e  p r o b l e m  o f  a u d i t o r  i n d e p e n d e n c e  i s  
n o t ,  u l t i m a t e l y ,  a b o u t  t h e  p r o v i s i o n  o f  c o n s u l t i n g  s e r v i c e s .  T h e  c o n f l i c t  i s  b u i l t  i n t o  t h e  a u d i t i n g  s y s t e m  i t s e l f .  
A u d i t o r s  a r e  s u p p o s e d  t o  b e  i n d e p e n d e n t  o f  m a n a g e m e n t ,  p r o v i d i n g  a  n e u t r a l  " a t t e s t a t i o n "  t h a t  f i n a n c i a l  
r e p o r t s  a r e  a  f a i r  r e f l e c t i o n  o f  t h e  b u s i n e s s .  Y e t ,  w h o  h i r e s  t h e  a u d i t o r s ?  W h o  p a y s  t h e m ?  W h o  r e t a i n s  t h e m ?  
W h o  c a n  f i r e  t h e m ?  A n s w e r :  O n l y  t h e  c o m p a n y  t h e y  a r e  s u p p o s e d  t o  b e  a u d i t i n g ,  a n d  n o - o n e  e l s e .  E v e n  i f  
t h e y  n e v e r  d i d  a  d i m e ' s  w o r t h  o f  c o n s u l t i n g ,  a u d i t o r s  w o u l d  b e  c o n f l i c t e d  ( S h a p i r o ,  n . d . ) .  
T h e  p r o b l e m  i s  m a d e  e v e n  w o r s e  b y  t h e  w a y  t h e  o u t p u t  o f  a n  a u d i t o r ' s  w o r k  i s  s t r u c t u r e d .  T h e y  a r e  p e r m i t t e d  
o n l y ,  i n  r e p o r t i n g  t o  t h e  p u b l i c ,  t o  i s s u e  a  s t a n d a r d i z e d  l e t t e r  w i t h  f i x e d  l a n g u a g e ,  b a s i c a l l y  s a y i n g  o n e  o f  t w o  
t h i n g s :  e i t h e r  " W e  c o n c u r "  o r  " W e  h a v e  r e s e r v a t i o n s "  ( u s u a l l y  w i t h  n o  e l a b o r a t i o n  o r  e x p l a n a t i o n . )  S i n c e  t h e  
l a t t e r  o p t i o n  i s  e q u i v a l e n t  t o  d r o p p i n g  t h e  g u i l l o t i n e ,  i t ' s  n o t  u s e d  t o o  o f t e n .  T h e r e ' s  n o t  m u c h  e l s e  a u d i t o r s  a r e  
a l l o w e d  t o  d o .  W h e r e  a  m a n a g e m e n t  i s  d o i n g  s o m e t h i n g  q u e s t i o n a b l e  o r  o n  t h e  e d g e ,  t h e  a u d i t o r s '  c h o i c e  i s  t o  
g o  a l o n g ,  o r  t o  r e s i g n ,  c a u s i n g  a  p u b l i c  s c a n d a l  ( a n d  a  l o s s  o f  t h e i r  o w n  r e v e n u e s ) .  A u d i t o r s  d o  n o t  s e e m  t o  
h a v e  m u c h  a b i l i t y  t o  i n f l u e n c e  t h e  m a n a g e m e n t  t e a m .  A l l  t h e y  h a v e  g o t  i s  a  t h r e a t  t o  r e s i g n .  H o n o r a b l e ,  w e l l -
i n t e n t i o n e d  p e o p l e  t r y ,  w i t h  i n t e g r i t y ,  t o  g e t  m a n a g e m e n t  t o  d o  t h e  r i g h t  t h i n g ,  b u t  u n l e s s  t h e y  h a v e  i n c r e d i b l e  
g u t s ,  t h e y  a r e  f o r c e d  t o  a c c e p t  a  l o t  o f  g r e y  a r e a s  b e f o r e  t h e y  h a v e  t o  p u l l  t h e  t r i g g e r .  I f  t h e y  a r e  t o  d o  t h e i r  j o b ,  
a u d i t o r s  n e e d  m o r e  t h a n  t h e s e  o p t i o n s  i n  r e p o r t i n g  t h e i r  f i n d i n g s .  
T h e  l a t e s t  b a n k i n g  c r i s i s  i s  s h a k i n g  u p  n o t  o n l y  t h e  f i n a n c i a l  i n d u s t r y ,  w i t h  b a n k e r s  p r o b e d  a b o u t  l o a n s  t o  
c o r p o r a t e  m i s c r e a n t s ,  b u t  a l s o  t h e  p o l i t i c a l  e n v i r o n m e n t  w i t h  t h e  C B N  b e i n g  m a n e u v e r e d  t o w a r d  r e f o r m s .  T h e  
q u e s t i o n  o n  t h e  m i n d s  o f  e v e r y o n e  f r o m  e x e c u t i v e s  t o  t h e  r e g u l a t o r s  i s ,  h o w  s h o u l d  t h e  a u d i t  s y s t e m  b e  f i x e d ?  
2 . 5  F i n a n c i a l  S t a t e m e n t  I n s u r a n c e  a s  a  M a r k e t - b a s e d  S o l u t i o n  
I s  t h e r e  a  p o t e n t i a l  c u r e  f o r  t h e  i n v e s t o r s  " l a c k  o f  c o n f i d e n c e "  i n  f i n a n c i a l  s t a t e m e n t s ?  T h e  i n d e p e n d e n c e  o f  
a u d i t o r s  ( m e a n i n g  i n d e p e n d e n c e  f r o m  p a r t i e s  t h a t  h a v e  a n  i n t e r e s t  i n  t h e  f i n a n c i a l  s t a t e m e n t  o f  a n  e n t i t y ;  i t  i s  
e s s e n t i a l l y  a n  a t t i t u d e  o f  m i n d  c h a r a c t e r i z e d  b y  i n t e g r i t y  a n d  o b j e c t i v i t y  a p p r o a c h  t o  t h e  a u d i t  p r o c e s s )  o r  t h e  
J a c k  t h e r e o f  p r o v e s  a  m a j o r  c h a l l e n g e  t o  t h e  q u a l i t y  o f  t h e  a u d i t  p r o c e s s .  U n f o r t u n a t e l y ,  p r o s e c u t i o n  a n d  
p u n i s h m e n t  m a y  n o t  a d e q u a t e l y  d e t e r  w r o n g d o i n g ,  a s  i n t e n t i o n a l  m i s r e p r e s e n t a t i o n  i s  d i f f i c u l t  t o  d i s c o v e r  o r  
p r o v e .  O v e r l o a d i n g  t h e  r e g u l a t o r y  s t r u c t u r e  a n d  a d d i n g  l a y e r s  o f  s u p e r v i s i o n  a n d  m o n i t o r i n g  b y  t h e  
g o v e r n m e n t  w o u l d  b e  i n e f f i c i e n t  a n d  s o c i a l l y  w a s t e f u l  a n d  c o n t r i b u t e  l i t t l e  i n  t h e  s h o r t  r u n  t o  c u l t i v a t e  e t h i c s  
i n  a u d i t o r ' s  e n g a g e m e n t .  R a t h e r ,  t h e  s o l u t i o n  l i e s  i n  t h e  m o d e l  t h a t  e l i m i n a t e s  t h e  p e r v e r s e  i n c e n t i v e s  o f  
a u d i t o r s  a n d  r e s t o r e s  t h a t  l e v e l  o f  i n d e p e n d e n c e  t h a t  i s  e x p e c t e d  o f  t h e  a u d i t o r  i n  t h e  c o u r s e  o f  h i s  w o r k .  T h i s  
m e a n s  a  m e c h a n i s m  t h a t  i n s t i l l s  t r u s t  a n d  a n  e f f e c t i v e  l e v e l  o f  c o n f i d e n c e  i n  t h e  f i n a n c i a l  s t a t e m e n t s  c e r t i f i e d  
b y  a u d i t o r s .  
T h e  s o l u t i o n  p r o p o s e d  i s  a  f i n a n c i a l  s t a t e m e n t  i n s u r a n c e  m e c h a n i s m  t h a t  p r o m o t e s  i m p r o v e d  a l i g n m e n t  o f  
i n c e n t i v e s ,  a n d  h e n c e  b e t t e r  q u a l i t y  a u d i t s .  T h e  i n t r o d u c t i o n  o f  F i n a n c i a l  S t a t e m e n t  I n s u r a n c e  ( F S I )  c a n  
s i g n i f i c a n t l y  r e d u c e  i f  n o t  e l i m i n a t e  m a r k e t  i n e f f i c i e n c i e s  a r i s i n g  f r o m  u n c e r t a i n t y  r e g a r d i n g  t h e  q u a l i t y  o f  
f i n a n c i a l  s t a t e m e n t s .  F i n a n c i a l  s t a t e m e n t  i n s u r a n c e  ( F S I )  w o u l d  m a k e  f o r  a  s i g n i f i c a n t  c h a n g e  i n  t h e  p r i n c i p a l -
a g e n t  r e l a t i o n s h i p .  A s  i n s u r a n c e  c o m p a n i e s  c o u l d  b e  t h e  p r o p e r  p r i n c i p a l  f o r  t h e  a u d i t o r .  W i t h  F S I ,  c o m p a n i e s  
w o u l d  h a v e  t h e  o p t i o n  t o  b u y  F S I  p o l i c i e s  t o  i n s u r e  t h e m  a g a i n s t  c l a i m s  t h a t  t h e i r  f i n a n c i a l  s t a t e m e n t s  a r e  
m i s l e a d i n g .  F S I  i n s u r e r s  w o u l d  h i r e  a u d i t o r s  t o  r e v i e w  t h e  q u a l i t y  o f  t h e  c o r p o r a t i o n ' s  a c c o u n t i n g  a n d  e s t i m a t e  
t h e  r i s k  t h a t  i t  w i l l  m i s l e a d  i n v e s t o r s .  I n s u r e r s  w o u l d  o f f e r  c o m p a n i e s  c o v e r a g e  o n  t h e  b a s i s  o f  a n  e x p e r t  r i s k  
a s s e s s o r ' s  r e p o 1 1  ( R o n e n .  2 0 0 3 ) .  
I n  R o n e n · s  p r o p o s a l ,  s h a r e h o l d e r s  w o u l d  v o t e  w h e t h e r  t o  a c c e p t  t h e  m a x i m u m  i n s u r a n c e  o f f e r e d ,  a n  a m o u n t  
s u g g e s t e d  b y  m a n a g e m e n t  o r  n o  i n s u r a n c e .  T h e  k e y  i s  t h a t  i t  i s  t h e  F S I  i n s u r e r ,  a n d  n o t  t h e  c o r p o r a t i o n ,  t h a t  
w o u l d  c o m m i s s i o n  a n  a u d i t  o f  t h e  f i n a n c i a l  s t a t e m e n t s .  T h e  s c o p e  o f  t h e  a u d i t  w o u l d  b e  c o n t r o l l e d  b y  t h e  
i n s u r e r .  
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The FSI underwriting procedure starts with a review of the potential insured. The review is performed, on 
behalf of the FSI carrier (insurance firm), by an expert risk assessor, who investigates the nature of conditions 
such as: (a) The nature, stability, degree of competition, and general economic health of the industries in 
which the potential insured operates (b) The reputation, integrity, operating philosophy, financial state, and 
prior operating results of the potential insured's management (c) The nature, age, size, and operating structure 
of the potential insured, and (d) The potential insured ' s control environment and significant management and 
accounting policies, practices, and methods. 
The FSI process might proceed as follows: 
Step 1- The potential insured requests an insurance proposal from the FSI carrier. The proposal contains, at a 
minimum, the maximum amount of insurance being offered and the related premium. Typically, it also 
specifies a schedule of amounts of coverage below the maximum along with associated premiums. The 
proposal request is made prior to the preparation of the potential insured's shareholders' proxy on the basis of 
the underwriting review described above. The reviewer can be the same auditor who will eventually audit the 
financial statements. 
Step 2-The proxy offers the following alternatives: (i) The maximum amount of insurance and related 
premium as offered in the insurance proposal (ii) The amount of insurance and related premium recommended 
by management (iii) No insurance. 
Step 3-If either of the insurance options set forth in Step 2 is approved, then the reviewer and the auditor 
cooperatively plan the scope and depth of the audit to be conducted. 
Step 4-If, after the audit, the auditor is in the position of rendering a clean opinion, the policy is issued. That 
is, the originally proposed coverage and premium will be binding on the insurance carrier if the auditor ' s 
opinion turns out to be clean. If the auditor's opinion is qualified, the insurer will not provide any coverage 
unless the company can then renegotiate different terms with the insurer, which would depend on the auditor 's 
findings and reasons for qualification. To the extent the policy terms are renegotiated, the new agreed-upon 
terms would be publicized. 
Step 5--The auditor's opinion will contain a paragraph disclosing the amount of insurance that covers the 
accompanying financial statements and the associated premium. 
3. 1 Claims Settlement Process of FSI 
The FSI carrier and the potential insured cooperatively select a fiduciary organization whose responsibility is 
to represent the financial statement users when a claim is made. Part of the fiduciary's responsibility is the 
assessment of claims before notifying the FSI carrier. After the fiduciary notifies the FSI carrier of a claim, the 
FSI carrier and fiduciary mutually select an independent expert to render a report as to whether there was an 
omission or misrepresentation and whether it did give rise to the amount of losses that resulted. Within a short 
time after receiving the expert's report, the FS! carrier compensates the fiduciary up to the face amount of the 
policy for the damages. 
3.2 Benefits of Financial Statem ent Insurance 
Movement to the FSI approach would result in a number of benefits for most of the participants in the audit 
process. First and foremost, FSI will finally remove the conflict of interest issue from the external audit 
process. This would result in a realignment of incentives so that external auditors could provide an objective 
view of a corporation's financial health as measured by their financial statements. Shareholders would have yet 
another level of assurance that the financial statements that they depend upon are being prepared at an arm's 
length. 
Conventional wisdom sees the conflict of interest that arises when clients pay auditors as an unavoidable fact 
of life. It is not With FSI, companies buy insurance policies and insurers hire and pay auditors to perform 
audits, making the auditor ' s boss insurers, not management or audit committees. Following the proverb lVhose 
bread I eat, his song I sing, when auditors are paid by insurers rather than those they audit, audit quality 
should improve (Cmmingham, 2006). Auditors would boast stronger reputations as watchdogs with attendant 
deterrent effect and would wield greater power to pressure managers when necessary to apply accounting 
policies promoting more reliable financial statements. 
Publication of both the available limits and premium would also provide a clear signal to the investing public 
of the quality of each corporation's financial statement and assist investors in making the most appropriate 
purchases. Underwriters for their part should be interested in the basic changes that FSI would require. The 
active involvement in the risk assessment and financial statement audit process would be unlike any other line 
of coverage that they write. Directors and officers' liability underwriters. for example, are fortunate if they can 
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o b t a i n  a  c u r r e n t  c o p y  o f  a n  a u d i t e d  f i n a n c i a l s  p r i o r  t o  d e t e r m i n i n g  a c c e p t a n c e  a n d  p r e m i u m  f o r  a  r i s k .  
A d d i t i o n a l l y ,  s i n c e  t h e  c a r r i e r  w o u l d  b e  t h e  o n e  e s t a b l i s h i n g  t h e  r e l a t i o n s h i p  w i t h  t h e  a u d i t o r ,  t h e  c a r r i e r  w o u l d  
.  b e  p r o v i d i n g  s i g n i f i c a n t l y  m o r e  v a l u e - a d d e d  s e r v i c e s  t h a n  w i t h  t r a d i t i o n a l  i n s u r a n c e  p r o d u c t s .  
A u d i t o r s .  t o o  s h .o u l d  b e n e f i t  f r o m  t h e  c h a n g e s  b r o u g h t  a b o u t  b y  t h e  F S I  c o n c e p t .  F o r  t h e  m o s t  p a r t ,  t h e  s c o p e  
a n d  a m o u n t  o f  a u d i t  w o r k  i s  e x p e c t e d  t o  r e m a i n  a b o u t  t h e  s a m e ,  s o  t h e  a u d i t o r s  w o u l d  n o t  h a v e  t o  s a c r i f i c e  a n y  
o f  t h e i r  c u r r e n t  w o r k l o a d .  T h e y  w i l l ,  h o w e v e r ,  h a v e  t o  g e t  u s e d  t o  w o r k i n g  f o r  a  n e w  b o s s ,  ( i . e . ,  t h e  i n s u r a n c e  
c o m p a n y ) .  B u t  b y  e s t a b l i s h i n g  t h e  r e l a t i o n s h i p  w i t h  t h e  i n s u r a n c e  c a r r i e r ,  t h e y  c a n  r e m o v e  t h e  c o n f l i c t  o f  
i n t e r e s t  c o n c e r n s  t h a t  h a v e  f o l l o w e d  t h e m  f o r  y e a r s .  T h e y  c a n  g o  b a c k  t o  t h e  o r i g i n a l  c o n c e p t  o f  g u a r d i a n  o f  
t h e  p u b l i c  g o o d .  
B a n k s  s h o u l d  a l s o  s e e  b e n e f i t s  f r o m  t h e  m o v e m e n t  t o  t h e  F S I  a p p r o a c h .  I n  t h i s  n e w  e r a  o f  t r a n s p a r e n c y ,  
c o r p o r a t i o n s  w i l l  n e e d  t o  d o  a l l  t h e y  c a n  t o  i n s t i l l  c o n f i d e n c e  i n  t h e i r  s h a r e h o l d e r s .  E a r l y  a d o p t e r s  o f  F S I  c a n  
e x p e c t  t o  g a i n  a  c o m p e t i t i v e  a d v a n t a g e  o v e r  o t h e r s  i n  t h e i r  i n d u s t r y  s e g m e n t s .  I n  a d d i t i o n ,  r a t i n g  a g e n c i e s  a n d  
s t o c k b r o k e r s  s h o u l d  b e  b e t t e r  a b l e  t o  a s s e s s  t h e  t r u e  v a l u e  o f  a n  F S I  o r g a n i z a t i o n ,  a n d  t h e r e b y  p l a c e  a  p r e m i u m  
o n  t h e i r  s t o c k .  A d d i t i o n a l l y ,  t h e s e  c o m p a n i e s  s h o u l d  b e  t h e  b e n e f i c i a r i e s  o f  a  f l i g h t  t o  q u a l i t y  t h a t  w i l l  b e  a  
n a t u r a l  o u t g r o w t h  o f  t h i s  m o v e m e n t .  
F S I  w o u l d  a l s o  a l l o w  G e n e r a l l y  A c c e p t e d  A c c o u n t i n g  P r i n c i p l e s  ( G A A P )  t o  b e c o m e  m o r e  p r i n c i p l e - b a s e d .  
P r o p e r l y  m o t i v a t e d  a u d i t o r s  a n d  c o r p o r a t i o n s  w o u l d  n o  l o n g e r  n e e d  t h e  g u i d a n c e  t h a t  c o m p l e x  r u l e s  a r e  
s u p p o s e d  t o  p r o v i d e .  N o r  w o u l d  c o m p a r a b i l i t y  b e  a  r e a s o n  t o  k e e p  t h e  d e t a i l e d  G A A P  r u l e s .  W i t h  F S I ,  t h e  
f i n a n c i a l  r e p o r t s  w o u l d  p r o v i d e  a  r o u n d e d  n a r r a t i v e ,  a n d  i n v e s t o r s  c o u l d  c o m p a r e  c o r p o r a t i o n s  b y  l o o k i n g  a t  
t h e  p o l i c y  s i z e / p r e m i u m  c o s t  d i s c l o s u r e .  I t  h a s  b e e n  a r g u e d  t h a t  t h e  U S  m o d e l  o f  s p e c i f y i n g  r u l e s  t h a t  m u s t  b e  
a p p l i e d  h a s  a l l o w e d  o r  e n c o u r a g e d  f i r m s  s u c h  a s  A n d e r s e n  t o  a c c e p t  p r o c e d u r e s  t h a t ,  w h i l e  t h e y  c o n f o r m e d  t o  
t h e  l e t t e r  o f  t h e  r u l e s ,  v i o l a t e d  t h e  b a s i c  o b j e c t i v e s  o f  G A A P  a c c o u n t i n g .  F o r  e x a m p l e ,  a l t h o u g h  S P E s  i n  
E n r o n  u s u a l l y  a p p e a r e d  t o  h a v e  t h e  m i n i m u m  r e q u i r e d  t h r e e  p e r c e n t  o f  i n d e p e n d e n t  e q u i t y ,  E n r o n  i n  f a c t  b o r e  
m o s t  o f  t h e  r i s k .  T h e  c o n t e n t i o n  i s  t h a t  g e n e r a l  p r i n c i p l e s  s u c h  a s  U K  G A A P ,  w h i c h  r e q u i r e  a u d i t o r s  t o  r e p o r t  
a  " t r u e  a n d  f a i r  v i e w "  o f  a n  e n t e r p r i s e ,  a r e  p r e f e r a b l e  t o  t h e  o v e r - s p e c i f i e d  U S  m o d e l ,  a n d  t h a t  t h e  U S  m o d e l  
e n c o u r a g e s  c o r p o r a t e  o f f i c e r s  t o  v i e w  a c c o u n t i n g  r u l e s  a s  a n a l o g o u s  t o  t h e  T a x  C o d e .  
A n o t h e r  o v e r w h e l m i n g  a d v a n t a g e  o f  F S I  i s  t h a t  a u d i t o r s  w i l l  f i n a l l y  b e  f r e e  t o  p l a y  o n e  r o l e  o n l y ,  t h a t  o f  
d e t e c t i v e .  B e c a u s e  t h e  F S I  i n s u r e r  w a n t s  t o  m i n i m i z e  i t s  r i s k ,  i t  w i l l  i n s i s t  o n  a  t h o r o u g h ,  i m p a r t i a l  a u d i t ,  
i n c l u d i n g  v e r i f i c a t i o n  o f  a s s e t s  a n d  r e v e n u e ,  r a t h e r  t h a n  j u s t  s a m p l e  t e s t i n g  o f  r e c o r d s .  A u d i t o r s  w i l l  c o m p l y  t o  
p l e a s e  t h e  i n s u r e r ,  w h o  c a n  o f f e r  r e p e a t  b u s i n e s s ,  i f  n o t  a n  i n - h o u s e  p o s i t i o n .  
3 . 3  L i m i t a t i o n s  o f  F i n a n c i a l  S t a t e m e n t  I n s u r a n c e  
F S I  m a y  p r o v e  t o o  c o m p l e x  a n d  e a s i l y  o r  b e t t e r  s u i t e d  t o  a  l i t i g i o u s  m a r k e t  i . e .  i s s u e s  a n s m g  f r o m  t h e  
o p e r a t i o n  o f F S I  c a n  b e  e a s i l y  t a k e n  t o  t h e  c o u r t  o f  l a w ,  w h i c h  i s  r u l e s - b a s e d  r a t h e r  t h a n  p r i n c i p l e s - b a s e d .  
A n o t h e r  l i m i t a t i o n  i s  t h e  p l a c i n g  o f  s i g n i f i c a n t  n e w  b u r d e n s  a n d  r i s k s  o n  a u d i t o r s ,  t h e r e b y  a d d i n g  i n e f f i c i e n t  
r i s k - b e a r i n g  t h a t  m a k e s  i t  e v e n  h a r d e r  f o r  s m a l l e r  a n d  r i s k i e r  f i r m s  t o  e n t e r  t h e  p u b l i c  m a r k e t s .  A l s o ,  t h e  F S I  
s c h e m e  m i g h t  i n d u c e  a n  e x c e s s i v e ,  a n d  h a r m f u l ,  d e g r e e  o f  a u d i t o r  c o n s e r v a t i s m .  C l a s s  A c t i o n  s e c u r i t y  
l i t i g a t i o n  c a n  i n v o l v e  s e l l e r s  w h o  s u f f e r  l o s s e s  r e s u l t i n g  f r o m  o v e r l y  c o n s e r v a t i v e  s t a t e m e n t s  a s  w e l l  a s  t h e  
t y p i c a l  p u r c h a s e r s '  c l a s s .  R e m o v i n g  t h e  c o n f l i c t  o f  i n t e r e s t  t h r o u g h  t h e  F S !  s c h e m e  w i l l  m i n i m i z e  t h e  
p o t e n t i a l l y  a d v e r s e  e f f e c t s  g i v e n  r i s e  t o  b y  t h e  s u b j e c t i v i t y  t h a t  i s  i n h e r e n t  i n  a c c o u n t i n g  d e c i s i o n s .  
T h e r e  i s  t h e  i s s u e  o f  c o l l u s i o n  b e t w e e n  F i r m  a n d  I n s u r a n c e  C a r r i e r .  A l t h o u g h  c o l l u s i o n  b e t w e e n  t h e  c o m p a n y  
b e i n g  a u d i t e d  a n d  t h e  i n s u r a n c e  c o m p a n y  i s  n o t  p r o b a b l e  u n d e r  t h e  F S I  r e g i m e ,  i t  m a y  b e  a r g u e d  t h a t  s i n c e  t h e  
a u d i t e d  f i r m  c h o o s e s  t h e  F S I  c a r r i e r  o u t  ·o f  a  l i s t  o f  p o s s i b l e  c o m p a n i e s ,  i t  w i l l  b e  i n  t h e  i n t e r e s t  o f  t h e  
i n s u r a n c e  c o m p a n y  t o  o f f e r  a  p r e m i u m  n o  h i g h e r  t h a n  t h e  c o m p e t i t i v e  r a t e  i n  o r d e r  n o t  t o  b e  e x c l u d e d  f r o m  t h e  
F S I  m a r k e t .  T h e  p o t e n t i a l l y  c o l l u d i n g  i n s u r a n c e  c a r r i e r  w i l l  h a v e  t o  b e  c o m p e n s a t e d  f o r  t h e  l o s s  b y  c h a r g i n g  
u n j u s t i f i a b l y  h i g h  p r e m i u m  o n  o t h e r  p o l i c i e s  u n d e r w r i t t e n  f o r  t h e  b e n e f i t  o f  t h e  a u d i t e d  c o m p a n y .  I s  i t  p o s s i b l e  
t h a t  t o  a v o i d  t h e  p a y m e n t  o f  p o t e n t i a l  s h a r e h o l d e r  c l a i m s ,  a n  i n s u r a n c e  c a r r i e r  - p r i n c i p a l  - a n d  h e n c e ,  t h e  
a u d i t o r - i t s  a g e n t - c o u l d  i n t e n t i o n a l l y  o v e r l o o k  t h e  n e e d  f o r  a  r e s t a t e m e n t  t h a t  G A A P  i n d i c a t e d  a s  n e c e s s a r y ?  
S u p e r f i c i a l l y ,  t h i s  m a y  s u g g e s t  t h a t  t h e  i n s u r e r  w o u l d  p r e f e r  c o v e r i n g  u p  t h e  d i s c o v e r y  b y  i t s  a u d i t o r ,  a n d  
h e n c e  a v o i d  i t .  
4 .  T h e  N e e d  t o  R e s t o r e  I n v e s t o r  C o n f i d e n c e  i n  B a n k s  
R e a s o n s  s u c h  a s  p o o r  l e n d i n g  f a c i l i t i e s  a n d  a  r e s t r i c t e d  d e p o s i t  b a s e  h a v e  l e d  t o  b a n k  c r i s i s  i n  t h e  p a s t .  T h e r e  i s  
a  p e r c e i v e d  r i s k  t h a t  b a n k  f a i l u r e  w i l l  c o n t i n u e  i n  e a r n e s t  a n d  h e a l t h y  b a n k s  w i l l  e x p e r i e n c e  f i n a n c i a l  a n d  
l i q u i d i t y  d i f f i c u l t y  u n l e s s  a c t i o n  i s  t a k e n  t o  r e s t o r e  d e p o s i t o r  c o n f i d e n c e  q u i c k l y  i n  t h e  p r e s e n t  d i s p e n s a t i o n .  
O n e  v i t a l l y  i m p o r t a n t  i s s u e  w h i c h  m u s t  b e  c o n f r o n t e d  a s  s o o n  a s  i t  b e c o m e s  k n o w n  t o  t h e  r e g u l a t o r  t h a t  a  b a n k  
i s  i n  f i n a n c i a l  d i f f i c u l t i e s  i s  w h e t h e r  t h e  p r o b l e m  i s  o n e  o f  i n s o l v e n c y  o r  i l l i q u i d i t y .  W h e r e  t h e  p r o b l e m  i s  o n e  
o f  i l l i q u i d i t y  t h e  c e n t r a l  b a n k ,  u s i n g  i t s  l a s t  r e s o r t  a s  a  l e n d e r ,  m a y  b e  i n  t h e  p o s i t i o n  t o  s u p p l y  s u f f i c i e n t  
t e m p o r a r y  f i n a n c i a l  s u p p o r t  t o  c i r c u m v e n t  t h e  p r o b l e m .  T h i s  p o w e r  i s  d i s c r e t i o n a r y  a n d  t r a d i t i o n a l l y  s h o u l d  
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only be used where the central bank is satisfied that the institution is not insolvent. Where a bank is in an 
insolvent state, main concern of both the regulator and the central bank is to decide, as quickly as possible, 
whether the failure of the bank would lead to any risk of contagion. In this situation, the interest of the 
depositors of the bank must also be considered. The existence of a deposit protection scheme does provide a 
safety net, but this is limited in scope and the liquation of a bank will inevitably lead to some losses for all 
depositors. The best course of action is to avoid liquidation wherever possible. 
However the failure of a bank, especially where a large number of depositors are to lose money, is an 
unappealing prospect to the government of the day. From a political perspective, bank failure may be a more 
unattractive, or less unattractive, option if the depositors may or are not going to loose their savings. However, 
paying off depositors may also be politically unpopular where the cost to the taxpayer is substantial. 
Accordingly, it appears that where a fully funded deposit insurance scheme is in place, there will be less 
pressure on the government to provide a support operation when a bank is in serious financial difficulties. 
Nevertheless, more must be done to restore investor confidence in the Nigerian banks. 
Banks experiencing difficulty need special protection. The reason that banks are a special case is the banking 
of deposits. A bank deposit is an unsecured, capital- certain cjaim which implies a strong element of trust. 
Banks borrow short to lend long and this is the key source of risk. Banks' deposits are typically payable on 
demand or with a relatively short period of notice. The fragility of financial system is built on public 
confidence. The confidence of the public, investors, shareholders, government and depositors, in the Nigerian 
banking sector have been largely eroded by the prevailing crisis of failure that the banks are experiencing. The 
need to address the issues that are consequent to this bank crisis and the investors' lack of confidence in the 
banking system is of utmost importance . 
./.1 Restoring Investors' Confidence 
Huge bank collapses caused directly by the unethical behavior of senior executives and huge losses for 
investors who relied on the financial information produced by those corporations have been experienced in the 
history of banks. As a result, public trust towards banks, their directors, managers and their auditors, has been 
destroyed and public expectation regarding honesty, integrity and transparency has increased considerably. 
The responsibility for fair and transparent financial disclosure lies partly with the auditors. Auditors therefore 
audit financial statements according to the standards of their profession and their finn. Hence, financial 
statements and related disclosures are the tools that a company uses to communicate its financial performance 
to its shareholders. Shareholders want to know that financial statements and other financial information 
received are a fair representation of financial performance (Ekeigwe, 1995b ). 
They need to have confidence that the information can be trusted. Providing this confidence is not only the 
role of the auditor but also the Management: The preparers of the company's financial statements are the 
management. They are directly responsible for the financial statements and the extent of the information 
disclosed. They are also responsible for the company's financial reporting process and internal control 
structure. If this system works as expected, investors get the result that they expect which is "a true and fair" 
picture of the company·s financial performance and health. The problem is that the incentives driving auditors' 
behavior are not properly aligned to provide unbiased financial statements. 
In the current social arrangement, auditors operate under perverse incentives: they are paid by the companies 
they audit and hence they are not independent of the CEOs who ultimately decide on the hiring of their 
services. While, theoretically, auditors are supposed to be the agents of the shareholders, in practice it is 
management that engages the auditor. Shareholders admittedly vote on management ' s recommendation of 
which auditor's services to hire, but the decision is effectively handed over to management. This is manifested 
in widely dispersed share ownership and the mechanism of proxy voting resulting in many shareholders giving 
their proxy votes to management, and others refraining fi·om voting altogether. This arrangement creates an 
inherent conflict of interest that results in the relationship that exists between the client (the principal) and the 
auditor (the agent). The client principal (management) who engages the auditor ultimately pays for the 
services and hence structures the compensation of the auditor-agent to elicit such actions (opinions) of the 
auditor that would best serve his own interests. The fear of losing a constant flow of future audit fee, 
effectively guarantees that the auditor complies with management ' s wishes. The threat of legal liability is not 
sufficiently emphasized to balance the incentive of doing management's bidding. Moreover, the expected cost 
of litigation and other penalties is recouped on the average from the clients; the auditor does not recoup his 
expected litigation costs from each client in proportion to the latter's contribution to the ·· risk of. tl)e auditor 
being litigated against or fined and to the consequent damages. Furthermore, the recoupment is made ourof 
the client-corporation's resources , thus diminishing the wealth of shareholders who purchased the shares at 
prices potentially inflated as a result of misrepresentations (Cunningham, 2004). 
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l i s T E  
T h u s ,  i n s t e a d  o f  t h e  s h a r e h o l d e r s  b e i n g  p r o t e c t e d ,  t h e y  e n d  u p  s u p p o r t i n g  t h e  e x i s t e n c e  o f  t h i s  p e r v e r s e  
r e l a t i o n s h i p  b e t w e e n  t h e  a u d i t o r  a n d  t h e  m a n a g e m e n t .  I t  m a y  s e e m  t h a t  t h e  l i a b i l i t y  e x p o s u r e  o f  t h e  a u d i t o r s  i s  
n o t  h i g h  e n o u g h  a n d  t h a t  i t  s h o u l d  b e  i n c r e a s e d  s u f f i c i e n t l y  t o  d e t e r  m a l p r a c t i c e ,  b u t  s u b s t a n t i a l l y  i n c r e a s i n g  
a u d i t o r s  l i a b i l i t y  w i l l  c e r t a i n l y  d r i v e  a u d i t o r s  o u t  o f  t h e  b u s i n e s s .  T h e r e f o r e ,  n o  a c t i o n ,  l e g i s l a t i o n ,  r e g u l a t i o n ,  
e n f o r c e m e n t ,  o r  l i t i g a t i o n  c a n  s a t i s f a c t o r i l y  r e s o l v e  t h e  c o n f l i c t  o f  i n t e r e s t .  T h e s e  c h e c k s  a n d  b a l a n c e s  a r e  
s o u n d  a n d  n e c e s s a r y  b u t  t h e y  w i l l  n o t  r e s t o r e  t h e  c o n f i d e n c e  t h a t  h a s  b e e n  e r o d e d  b y  t h e  s e r i e s  o f  b a n k  
f a i l u r e s  . .  
T h e r e  i s  n e e d  t o  c r e a t e  a n  a g e n c y  r e l a t i o n s h i p  b e t w e e n  t h e  a u d i t o r  a n d  a n  a p p r o p r i a t e  p r i n c i p a l  w h o s e  
e c o n o m i c  i n t e r e s t s  a r e  a l i g n e d  w i t h  t h o s e  o f  s h a r e h o l d e r s ,  w h o  a r e  t h e  u l t i m a t e  b e n e f i c i a r i e s  o f  t h e  a u d i t o r ' s  
a t t e s t a t i o n .  S u c h  a  r e a l i g n m e n t  o f  i n t e r e s t s  w o u l d  r e s t o r e  t h e  · ' c o m p l e t e  p u b l i c  · s  t r u s t ' ' .  I n  t h e  c o n t e x t  o f  a  f r e e  
m a r k e t  m e c h a n i s m ,  t h e  i n s u r a n c e  c a r r i e r s  a r e  b e i n g  r e c o m m e n d e d  a s  t h o s e  w h o  c a n  s e r v e  t h e  r o l e  o f  s u c h  a  
p r i n c i p a l ?  T h e  i n s u r a n c e  c a r r i e r s  a r e  a n  e m i n e n t l y  r e a s o n a b l e  c a n d i d a t e .  
4 . 2  F i n d i n g s  
T h i s  r e s e a r c h  f i n d s  o u t  t h a t :  
( i )  T h e r e  i s  a n  i n h e r e n t  c o n f l i c t  o f  i n t e r e s t  t h a t  r e s u l t s  i n  t h e  r e l a t i o n s h i p  t h a t  e x i s t s  b e t w e e n  t h e  m a n a g e m e n t  
( t h e  p r i n c i p a l )  a n d  t h e  a u d i t o r  ( t h e  a g e n t ) .  T h e  p r i n c i p a l  ( m a n a g e m e n t )  w h o  e n g a g e s  t h e  a u d i t o r  u l t i m a t e l y  
p a y s  f o r  t h e  s e r v i c e s  a n d  h e n c e  s t r u c t u r e s  t h e  c o m p e n s a t i o n  o f  t h e  a u d i t o r - a g e n t  i n  s u c h  a  w a y  t h a t  w i l l  
i n f l u e n c e  t h e  a c t i o n s  ( o p i n i o n s )  o f  t h e  a u d i t o r  t h a t  w o u l d  b e s t  s e r v e  h i s  o w n  i n t e r e s t s  a n d  n o t  t h e  i n t e r e s t s  o f  
t h e  p u b l i c  ( i n v e s t o r s ) .  
( i i )  T h e  m a i n  r e a s o n  f o r  t h e  c o n t i n u o u s  w a v e  o f  f a i l u r e  o f  b a n k s  i s  t h e  l a c k  o f  c o n f i d e n c e  i n  t h e  b a n k i n g  
s y s t e m  w h i c h  l e d  t o  b a n k  r u n s .  T h e  i n v e s t o r s  b e l i e v e  t h a t  b a n k  f a i l u r e  w i l l  c o n t i n u e  i n  e a r n e s t  a n d  b a n k  w i l l  
e x p e r i e n c e  f i n a n c i a l  a n d  l i q u i d i t y  d i f f i c u l t y  u n l e s s  a c t i o n  i s  t a k e n  t o  p r e v e n t  c o m p l e t e  e r o s i o n  o f  d e p o s i t o r  
c o n f i d e n c e .  
( i i i )  T h e  p r o b l e m s  f a c i n g  m a n y  N i g e r i a n  b a n k s  i n c l u d e ;  w e a k  c o r p o r a t e  g o v e r n a n c e ,  l a t e  o r  n o n - p u b l i c a t i o n  o f  
a n n u a l  a c c o u n t s ,  g r o s s  i n s i d e r  a b u s e ,  i n s o l v e n c y ,  w e a k  c a p i t a l  b a s e  a n d  o v e r  d e p e n d e n c e  o n  p u b l i c  s e c t o r  
d e p o s i t s .  
( i v )  T h e r e  i s  a n  a s s u r a n c e  m e c h a n i s m  c a l l e d  t r a d i t i o n a l  f i n a n c i a l  s t a t e m e n t  a u d i t i n g ,  w h i c h  r e l i e s  o n  t h e  
t r i p a r t i t e  p r i n c i p a l  - a g e n t - b e n e f i c i a r y  m o d e l .  T h e  p r o c e s s  i n v o l v e s  a  c o m p a n y  e n g a g i n g  a n d  p a y i n g  a n  
a u d i t o r .  T h e  a u d i t o r  p r o v i d e s  a s s u r a n c e  f o r  u s e  b y  t h i r d  p a r t i e s .  T h e  t h i r d  p a r t y  a s s u r a n c e  t a k e s  t h e  f o r m  o f  t h e  
a u d i t o r ' s  w r i t t e n  o p i n i o n  c o n c e r n i n g  m a n a g e r i a l  a s s e r t i o n s .  W h e n  t h i r d  p a r t i e s  i n c u r  d a m a g e s  a r i s i n g  o u t  o f  
t h e  a s s u r e d  i n f o r m a t i o n ,  t h e y  h a v e  l e g a l  r e c o u r s e .  A u d i t o r  a s s u r a n c e  i s  l i m i t e d  b e c a u s e  o f  c h a l l e n g e s  a u d i t o r s  
f a c e  b e c a u s e  t h e  a u d i t o r  r e v i e w s  t h e  a s s e r t i o n s  o f  t h o s e  r e s p o n s i b l e  f o r  h i r i n g ,  f i r i n g  a n d  p a y i n g  i t ;  d u e  t o  t h e  
r e l a t i o n s h i p  t h a t  a r i s e s  b e t w e e n  t h o s e  p a r t i e s  a n d  t h e  a u d i t o r ,  t h e  i n d e p e n d e n c e ,  n e c e s s a r y  t o  p r o v i d e  o b j e c t i v e  
a s s u r a n c e  i s  s u b j e c t  t o  c o m p r o m i s e .  
( v )  T h e  b e n e f i t s  a n d  u s e f u l n e s s  o f  f i n a n c i a l  s t a t e m e n t s  i n s u r a n c e  e x c e e d s  t h e  l i m i t a t i o n s  o f  f i n a n c i a l  
s t a t e m e n t s  i n s u r a n c e .  
( v i )  T h e  i n d e p e n d e n t  a u d i t o r  m a y  b e  h e l d  l i a b l e  f o r  l o s s e s  s u f f e r e d  b y  t h o s e  w h o  r e l i e d  o n  t h e  s t a t e m e n t  t h e  
a u d i t o r s  e x a m i n e d .  S e c t i o n  3 6 8  C A M A  1 9 9 0  a s  a m e n d e d  s h o w s  t h e  l i a b i l i t y  o f  t h e  a u d i t o r  i f  h e  n e g l i g e n t l y  
p r e p a r e s  t h e  f i n a n c i a l  s t a t e m e n t .  
( v i i )  T h e r e  h a v e  b e e n  s o m e  r e c e n t  r e f o r m s  t o  m e e t  o b j e c t i v e s  f o r  w h i c h  F S I  i s  p r o p o s e d  b u t  F S I  c o m p a r e s  
f a v o u r a b l y  t o  t h e m .  R e c e n t  r e f o r n 1 s  d o  n o t  a c h i e v e  a n y  o f  t h e  o b j e c t i v e s  t h a t  F S l  a c h i e v e s .  T h e  S a r b a n e s -
O x l e y  A c t  ( S O X )  a n d  P u b l i c  C o m p a n y  A c c o u n t a b i l i t y  O v e r s i g h t  B o a r d  ( P C A O B )  a d d r e s s  a u d i t o r  
i n d e p e n d e n c e  b y  p u t t i n g  s u p e r v i s o r y  a u t h o r i t y  i n  t h e  h a n d s  o f  b o a r d  a u d i t  c o m m i t t e e s  r a t h e r  t h a n  i n  m a n a g e r s ,  
r e s t r i c t i n g  n o n - a u d i t  s e r v i c e s ,  a n d  e n h a n c i n g  r e g u l a t o r y  o v e r s i g h t .  T h e s e  r e f o r m s  m a y  r e d u c e  a u d i t  f a i l u r e ,  b u t  
c o m p a n i e s  a r e  s t i l l  p a y i n g  t h e  a u d i t o r .  T h e y  c o n s c i o u s l y  a t t e m p t  t o  m a k e  a u d i t o r s  a c t  m o r e  l i k e  i n s u r e r s ,  w h i l e  
F S I  h a s  a c h i e v e d  t h i s  v i a  t h e  p r o v i s i o n  o f  a  b e t t e r  a l t e r n a t i v e  w a y  o u t .  
5 .  C o n c l u s i o n  a n d  R e c o m m e n d a t i o n s  
T h e  N i g e r i a n  b a n k i n g  s e c t o r .  a  f o u n d a t i o n  i n d u s t r y  i n  t h e  e c o n o m y ,  h a s  b e e n  u n d e r  a  l o t  o f  s c r u t i n y  a n d  
p r e s s u r e  f r o m  t h e  p u b l i c  a s  r e s u l t  o f  t h e  s e r i e s  o f  f i n a n c i a l  f a i l u r e .  T h e  l a c k  o f  i n v e s t o r s '  c o n f i d e n c e  i n  t h e  
b a n k s  w h e t h e r  a s  a  r e s u l t  o f  r e l i a n c e  o n  m i s l e a d i n g  f i n a n c i a l  s t a t e m e n t s  b y  w h i c h  t h e y  h a v e  s u f f e r e d  g r e a t  l o s s  
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or the continuous failure of banks perceived to be healthy, highlights the need to restructure the system the 
bank uses to communicate its financial performance to investors and all other interested parties (creditors, 
regulatory bodies, shareholders. analysts, government, and the public). These parties need to be assured that 
financial statements and other financial information received are the fair representation of a genuine financial 
performance. They need to have confidence that the information can be trusted. Providing this confidence is 
not only the responsibility of auditors but also management. But because of the conflict of interest inherent in 
the relationship between management and auditors, this expectation has been illusory and pervasive. 
Financial state0ment insurance provides a framework by which this conflict of interest is eliminated via a 
realignment of interest by the intervention of insurance companies. This framework would provide another 
level of assurance that financial statements present a ' true and fair view' , and thus restore complete trust in the 
Nigerian banking sector. It is against the aforementioned advocacy that the following recommendations have 
been found worthwhile: 
1. The banking sector is a vital sector in any economy as food is a necessity for survival. The fragility of 
financial system is built on public confidence, and the need for applying financial statement insurance to 
help restore this confidence cannot be denied. Banks should increase their level of awareness of this 
concept and apply it as this could help increase better communication with stakeholders and also greater 
investor confidence and trust. 
11. Rating agencies, stockbrokers, regulatory bodies, the government, professional bodies, research centers, 
auditors, and investment entities should brace up to embrace the FSI concept by updating their skills and 
knowledge in this regard. In this new era of transparency, early adopters of FSI can expect to gain a 
competitive advantage over others in their industry segments. In addition, rating agencies and 
stockbrokers should be better able to assess the true value of a Financial Statement Insurance 
organization, and thereby place a premium on their stock. 
111. It should be made mandatory for banks to adopt Financial Statement Insurance. This will provide a level 
playing field and comparability of information. For every bank, investors will know that the auditors work 
for insurers and that FSI coverage and premium information are available for comparison. The Securities 
and Exchange Commission (SEC), Central Bank of Nigeria (CBN), Corporate Affairs Commission 
(CAC), and the association of insurance companies should come together to map out a FSI-underlined 
blueprint that could get them out of the business of routine auditing regulation and disclosure oversight, 
freeing resources for other uses, including prosecution of what should be a very small number of 
deceptive financial disclosure cases. 
IV. The academia, research/risk oriented organizations, professional insurance, financial and accounting 
bodies should step up an awareness drive of FSI through various platforms such as training programmes, 
workshops, conferences, seminars and symposia. 
v. Lastly, the Nigerian government should back up the introduction of FSI into the polity with a strong will. 
Taking the practical FSI steps exposed in this paper will go a long way in sanitizing the nation's financial, 
banking, and economic terrains. 
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m a n y  a c a d e m i c  a n d  p r o f e s s i o n a l  b o o k s .  
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